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SULTAN MEGHJI: Welcome to the FDIC Podcast, Banking on Innovation. My nameis Sultan Meghiji.
I'm the Chief Innovation Officer here at the FDIC. And this is the most recent in a series of Podcasts
we're doing, where we're talking about advances and innovations in technology, as it relates to the
banking sector and financial services more broadly. One of the things we've embarked on over the
last few months since | joined is to bring in some of the best mindswe can find to help us make sure
that we're thinking about the evolution of the FDIC into the future, the best way possible. We would
be remiss if we didn't include some of the brightest minds in academia. And | am incredibly lucky
today to be interviewing Dr. Jimmie Lenz from Duke University, a good friend. Thank you for joining
us today Jimmie.

JIMMIE LENZ: Thank you for having me. This is just fantastic. Can't think of a better way to spend an
afternoon.

SULTAN MEGHJI: I've known Jimmie fora long time. But it occurs to me, many listeners don't know
you very well. So maybe | could ask you to just introduce yourself for the audience.

JIMMIE LENZ: Sure, more than happy to!l come from a long career in finance, several decades,
which...boy, that dates mereally quickly, doesn't it? | came to academia quite late in life after
spending time at mainly large financial organizationsin a number of different roles though.
Everything from an algorithmic trader, to a Co-President and Chief Operating Officer, to the Chief
Risk Officer of the second largest brokerage firm in America. And so, putting all those things
together,and maybe a little aside, | came into academia a few years ago to start a different kind of
trajectory for myself.

SULTAN MEGHJI: Well, you know, it's really interesting because, you know, you and | met, right,
basically, as you were finishing that up, right? You know, which is, after a few decades in very large
corporate environments, you were at Washington University, where I'm now a professor, you know,
many years later. But you went from that and now you've landed here at Duke. So, | think the biggest
question for me is what made you pick Duke?

JIMMIE LENZ: Yeah, it's such a great question, Sultan, and | don't think people think about things
maybe this way. Butit was a little bit kismetand | think a little bit about Duke, and the way Duke



thinks about things. As you mentioned, I'd been teachinga little bit at a couple of different
universities and the subject was always around financial innovation. | taught a lot of machine
learning, | taught some blockchain, things like that, and always with a finance perspective on them.

When | had the chance to, through a mutual friend, to talk to the folks at Duke, it was very interesting
because it was in the engineering school, it wasn't in the business school. And that gave me a little
bit of pause right there. And so, we started talking about an idea that they had to start a program in
financial technology. And that was to me, a really interesting place to do that at, because one of the
things that | noticed in working at a business school was students were prepared in a very different
way than engineers. Engineers come at things from a little bit more quantitative perspective, not
always, but most of the time. But they also come from a very applied education, and that's not really
taughtin the business school. Business school tends to be a little more theoretical, nothingwrong
with that, | came from a business school. But the engineering school was more applied and they
were actually building things. And when they explain theiridea, around building a financial
technology program, graduate program, | just jumped at it. And so, the...what ended up happening
was | became the Director of the Master of Engineering in Financial Technology in the engineering
school. And then later, | also took on the role of Director of Master of Engineering and Cyber Security.
Which | think are kind of inextricably linked anyway. And so it was a good fit.

SULTAN MEGHJI: Well, inextricably linked is absolutely true. You know, we have these innovation
themeshere at FDIC. And the second one is all around resilience, because we see, you know, not
slightly, but more broadly, than just cyber security. Butit is very much about the fact that you can't
have a...an effective, large scale, financial technology platform without having robust cybersecurity
engineered in from the beginning. So,you know, | see those as, you know, the natural fits of, you
know, peanut butterand chocolate or whatever, you know, combination you go for there, right?

But that combination of the business experience plus the engineering experienceis, | think, a credit
to Duke for putting itinside of the engineering school. You know, one of the things that | spend a lot
of time dealing with is how we make the United States globally competitive in the 21st century? You
know, how do we really build on the successes of the 20th century...build on the successes that are
already there and really ensure that a free market, capitalist, democratically oriented, global
economy is the one that is dominant? And, you know, we're in a massive global competition to train
the next generation of talent...to make sure they have notjust the theoretical experience; but the
applied experience and that they can then immediately go into value. So given that, it made perfect
sense to talk to Duke because it's one of the marquee organizations. They have an amazing program
that| happen to know a little bit about, because of you, but it does position thisas a very different
kind of academic, governmental partnership than you would see in other circles. | could spend a long
time talking about why we chose Duke as our partner on this initiative. I'd be very curious about
what got you excited about this when we started talking about it?

JIMMIE LENZ: There were several things that kind of charged me about doing this. We already work
with some financial institutions and things like that, but the FDIC is a very different animal. | really do
think about the FDIC as the Federal Deposit Insurance Corporation. You all, | would imagine are the
largest insurer in the world and being able to have students exposed to that, being able to have them
exposed to how you manage that, is a fascinating topic because it is very quantitative at the end. And



most of our students are very quantitative. And one of the things that we've tried to do, in the
program is introduce both the finance and the technology in almost every course they take.

So, for instance, they start off taking a couple of programming courses, but the things they are
programming, are things like Markowitz efficient frontier, which is very core to finance. And so, | saw
this partnership very much furthering that education. That idea that the...we were working...we
could work with the FDIC, who has a purview over all of the banks, but is also an insurance company
and you have, to me, one of the mandates that the FDIC is among the most important for any
economy...thatidea of a sustainable presence throughout the economy and we've seen that
materialize over and over again. We usually think of the things that are core to economy are like an
operating stock market and things along those lines. Butyou all are the backstop and we've, you
know, we've seen what happens when an FDIC doesn't exist, it didn't work out well. And so, | think
thatthe...thaton top of the successes that the FDIC has throughout their history...they've managed
changes of all kinds. You know, they've managed changes that were very systemic in idiosyncratic
risks. And they've come outthe otherside just that much stronger. So, that learning that our
students have, and our students are from around the world, they can take that home with them.
Whether they decide to stay here in the United States, whether they decide to go back home toa
different country. They can take that experience home with them and hopefully that proliferates
kind of what you were talking about before.

SULTAN MEGHJI: Well it's...In an era where systems are often under pressure and the need for the
foR systems are being questioned; showing effective systems like what we have here in the United
States, in terms of our federated regulatory model, | think. is really important.

| had the opportunity to give a lecture at a think tank earlier today actually, and | drew the
comparison between a highly centralized, fairly rigid economic systems and federated systems,
right? And it becomesa really interesting question that gets into some of theresearch that we're
going to be exploring together between FDIC and Duke. And one of the areas that you and | were
talking about, that I'd love for us to spend some time on, is talking about zero knowledge proofs.
Because, you know, when you're talking about thousands of institutions, hundreds, basically
regulatory and support bodies and, you know, petabytes of data, the old way of just throwing data
around and having to spend, you know, hundreds of millions of dollars a year on data management
is just a waste of resources. And it presents all sorts of opportunities, whether from a cybersecurity
perspective for bad behavior or just from a regulatory perspective, right? We want to protect the
personal information of consumers, right? And so, for me, near zero knowledge proofs becomes a
really interesting opportunity. Are there ways for us to analyze hundreds, if not thousands, if not tens
of thousands of data sources around a system, in a way, that keeps them secured?

JIMMIE LENZ: | think it's a great idea! You and | have talked about that a little bit,and zero
knowledge proofs are certainly a... something that's been around fora long time but with the
computational power that we have now, we can actually affectit in a different way than just that
theoretical realm.

For those listeners who don't know what a zero knowledge proofis, thisis probably worth
mentioninga little bit. So there's this great analogy...l was talkingwith a guy nottoo long ago, and |



can't rememberwho itis because | would give him credit for this,...but the analogy that he gave
when he was asked to explain what a zero knowledge proof is: You know those ‘Where's Waldo?’
books for kids? They’re like huge, these books. So, ‘Where's Waldo?’ when you open it up and it's two
pages and you have to find Waldo in a beach scene, or, you know, a dog park or something. And he
said, zero knowledge proofis cutting out Waldo and showing somebody Waldo, you don't have to
show him therest of the picture. All you have to show him is Waldo.

SULTAN MEGHJI: That is absolutely, that's fantastic! And far better than any explanation I've had to
give to any of the people who've asked me about it in the last couple of weeks. I'm going to have to
steal that one. So, we need to figure out who thatis and putit in the show notes, yeah. Butit's, |
mean, it's fascinating, right? | mean, we have...you think about all the different data from banks that
we're potentially looking at. It's everything from balance sheet data, to board minutes, to, you know,
loan files and | hate the idea of moving data around. | hate the energy it costs. | hate the time it takes
to manage the...all the energy around it, the security routed, all of this, and the idea that instead of
going to a bank and saying, "Give us all your data" and then we go off and spend days, weeks,
months, whatever it is, to try to analyze something. Thatinstead, we've simply point a piece of
technology at the bank, and that comesback and hands us the Waldo that lets us know, you know, is
the bank, you know, beingrun in a safe and sound manner? Is it trending the right way, et cetera, et
cetera. Right?

JIMMIE LENZ: | think there are so, so many interesting things that we have athand now and

SULTAN MEGHJI:



